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The Soviet Economy

Introduction

- A slowdown in Soviet economic growth during the 1960's
has tarnished the image of Communism as the '"Wave of the
Future.d Soviet party leaders no longer confidently boast,
as they did in Khrushéhev's day, that the USSR's economy is
oﬁ the brink of Qvertaking that of the US.

However, it is important to realize that the Soviet
econony continues to e%pand, supporting rapid industrializa-
tion, a rising level of living, and maintenance of a strong
military and scientific establishment.

Stages of Growth (Chart 1)

We can review recent compérative economic history with
the bepefit of our first chart, which shows tdtal output
in the US and USSR since 1950. .If you look at the rate of
increase of Soviet GNP reflected in the first three\brown
bars (1950, 1955, 1958), you can see fhat the decade of
the 1950's was one of very rapid Soviet growth. The absolute
size difference between the two ecbnomies actually narrowed

for a few years.
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In the 1950's, following the death o1 stalin, Khrushchev
resolved the resource allocation problem in favor of investment

and consumer welfare.

Defense expenditures at the end of this decade were almost

.

the same level as at the beginning.

Consumer programs ~-- serious attention to improving the
quality of the Soviet diet and housing in particular -- saw
consumption outlays move up 6 percent a year.

But the apple of Khrushchev's eye was investment, which

he saw as the key to rapid economic growth and Soviet prestige.
Investment outlays moved ﬁp 12 percent a yéar.

As the 1956}s came to-an end, thefe was a significant
decelefatidn in'Soviet growth. The primary reasons for this
are fouf in number: |

1. A slowdown in agriculture following the

" expansion period of the so-called new lands.

2. A drop in the growth of labor and capital inputs.
Labor force additions ;t this time were adversely affected
by the low birth fétes of World War ii.‘ Morédver, the USSR
cut the work week from 46 to hi hours. The high rate of

capital formation could no longer be sustained.

3. Managerial problems grew rapidly as the highly

‘centralized bureaucratic system of the- USSR tried to

shift gears to absorb the new technology.

L. Defense spending increased. Advanced weapons

systems came into production, R&D costs rose sharply,




ieft.the scene, the mérﬁhals received a higher budget

priority all around.

TThe slowing trend of Soviet growth continued throughout the
1960"s.  Indeed, during 1969 Soviet GNP.increased only 2.1 percent,
or less'than half the rate maintained during the preceding several
ygars. In the first six months of this year the Soviet economy
rosted a good recovery from the poor performance of 1969. But
because economic activities were hamﬁered by ﬁnusualiy bad weather
vin the first quarter of 1969, the subsequent increase i@ production
contains a large element of reb;)und° Production this year has been
stimulated to some degree by campaigns to cqmmemorate the Lenin
centenary and to complete the 1966-70 plan period with a flourish.

In recent years, the Soviet Union has not been gaining on .

the US. Growth rates have been roughly the same in the two
countries.‘ As a result, the Soviet economy remgins about half
the size of ours, and the absolute gap in size of GNP has been
widening in our favor. |

Allocation of GNP (Chart 2)

To move along, the USSR allocates its total output much
differently than does the US. Their allocations stress the elements
of national power; our allocations stress consumer welfare. Our
chart shows:

1. As for consumption, or what the man in the
street receives, a Soviet population one-sixth larger

than ours gets perhaps 4O percent of what is spent

here. Per capita, this means a bundle of goods and
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5" eir outlays for new fixed capital are about
85 percent of the US figure in absolute 'bei‘rné. This
R ‘”c"éﬁgent}étidﬁ' reflects the continued grewth orienta-
tlon of the Conmunlst 1eaders
Beneey 3 Flna.lly, ‘the Soviet defense a.nd space outlays --
_ :m dolla.r va.lues - equate to nearly three-fourths of
o wha.‘b the Unlted S‘t.a.tes spends on such progranms. ‘

'.l‘he current p:.cture (1970) indlca.tes some margma.l shifts

SOy

ST “the ‘Wilccation pa.’c‘bern. ',
ard, 'T""L'Ll" ‘1. Heavy. :mdustry mvestment is recelvmg a.v
(sn.gnlfloant boost in funds compared to a year earlier.
'We do not” expec'b thls infusion will do mach to spur
ouut, for reasons I will go into later. »
: “ig, .‘ We see a 3 to L percent increase in defense
S ta.nd spa.ce outlays which would be a slower rate of
grow‘th than in. 1969
3 However , the pace of mprovement in consumer
“';'welfare Will probably be slightly less than that
achieved in 1969 -- perhaps 3 percent
A new flve—yea.r plan is being drafted for 1971 to

‘:1975 Dela.y 1n p ublishing the plan seems to be due , in part

‘l'.o dlsa.greement wrbhln the leadershlp on prlorltles._ .‘1‘0

s

(xu..

“date, only fné agrlcultural targets for 1975 rave been a.nnounced.,

) NevertheleSS, ‘b would be surprising if the present compromlse

-
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leadership vere to radically change course in the allocation
pattern. | .

Finally, we are persuaded that tinker?ng with allocations
at fhe margin is a most unpromising way to get“the Soviet
economy moving again at tﬁe growth rates achieved in the 1950's.

Military Expenditures -- Root Problem or Bugaboo? (Chart 3)

" In looking for root causes of the slowdown in Soviet
growth, the burden of defense ouflays is often cited as. the
key fac£or. There is no doubt that in an economy as taut
as the USSR's, where plant, equipment and skilled manpower
are in short supply, that military programs represent a ‘
direct‘draih on scarce resources. |

Although these are significant costs, the burden of

Soviet outlays for miiitary and space programs must be

measured against the background of an increasing national
product. Ou;'chart shows the declining share of defense in
Soviet GNP. You can see that the military claim to total
output, measured in rﬁbles, has failen from about 15 percent
in 1950-52 to 8 percent in recent years.

This suggests that thé defense burden is not as critical
as it once was. We also note that Sovieﬁ output is now so
large that even moderate rates of growth shouid provide‘the

leadership with some leeway to increase defense outlays if

they so desire. Even if there were to be a further slowdown
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in economic growth, the USSR will have tue capability to
maintain a strong and increasingly sophisticated military
establishment.

The R&D Effbrt.(Chart L)

Within the defense spending category, the area which is
undqubtedly;causing the greatest pinch on the civilian
economy is research and development. Sincé 1966 spending for
military research and development has- been growing mich
fastef than total defense spending. Furthermore, Soviet
R&D is much more oriented to military objectives than is the
‘case in the US. In fact, during the 1960's about three-fourths
of the Soviet research and development resources were engaged
in military and space projects, and only one-quarter in
civilian projects.*

Soviet authorities are'now more aware than ever of
the adverse effects the lack of civil R&D spending has had
on economic progress, and efforts are currently under way to
improve the situation. The Soviets have identified three
approache§: First, an increase in the expenditure level
for civil R&D is to take place during the next Five-Year Plan

(1971-75) . Second, a change in emphasis from research to

development is being called for. By Soviet admission, this

¥ In this context, "space" includes both.military and
civil space outlays.
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'lew1ll move the USSR closer to Us practlce, which the Soviets

o admlt is more efflClent Third, improvements are planned

for the overall administration of civil R&D efforts to
ellmlnate bottlenecks and speed economic returns from R&D
bexpendltures M jor changes are planned in every stage of
the R&D process, from initial planning to final pricing of
newéproducts.

Soviet Agricuitt}e

I turn now to the subgect of Soviet agrlculture Iast
year, 1969, again p01nted up the precarious nature of Soviet
. agricultural outpnt and its dependence on good weather to
‘achieﬁeaa satisfactory level of output. We estimate that
agricultural production in 1969 deciined by over L percent.
This year we expect to see a substantial recovery. With

very favorable weather thus'far, prospects are for a record

“i . grain harvest.

But there are moreiprebleme than sustkweather for the
Seviet agriculturaiists to cope with. They have beenvhard
'preésed to increase the supply of food to meet the needs of
:a moderately growing population for an adequate diet. For
rexample, USSR forelgn traders earlier this year bought meat
Aln Australla New_Zealand, France and some other countries,

showing clearly the inadequate nature of Soviet meat

production,
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Further, agriculture still ties down an inordinafely
large population of the labof force, with LO million people
(one-third of the total) still engaged in tilling the soil.
This is 10 times the numbér required in the US to feed our
people adequately and permit a large flow of agricultural.
éxforts. .

Agricuiture was starved for investment funds under
Stalin, But in recent years, Khrushchev and his successors
have put in the rubles, to the point where-agriculture
receives about one-sixth of total fixed investment. This
substantial injection of investment is to coﬁtinue, according
to the ﬁew five-year plaﬁ targest (1971-75) for agriculture.
Although output has been raised and diets improved somewhat,
the response of output to these measures has been discouraging
to the Soviet planners. B
Gold (Chart 5)
| One consequence of fluctuating agricultgral output is
a need for the USSR to mine, and to hoard, its hiéh—cost
gold. In the event of.a crop disaster, Soviet gold can
buy the needed Western grain to keep the population fed.

This happened most recently followiﬁg the crop failures in
1963 and 1965, when, as the chart shows, Soviet gold reserves

dropped from about $2 billion in 1962 to about $i billion

in 1965.
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he USSR has sold almost no gold since 1965, but has
slovly built up its reserves to about $1.6 billion at the
end of 1969. “he USSR né@ produces about $22% million in
gold each year, despite very high production costs. It has
tried to balance imports with exports, and when a small _
deficit appeared, the Soviets have preferred to increase

their borrowings in the West rather than to sell gold.

Soviet Trade with the West (Chart 6)

The USSR conducts about two-thirds of its foreign trade
with Communist countries, but trade with the_Industrial
West has expanded rapidly; last year it was about double the
level of 1960,.or $2 billion each way. Oil éxports are the.
largest hard currency earner, accounting for pne—quafter
of total exparts to the West. However, Soviet oil exports
dropped off in 1969 and are not expected to increase this
year. In order to boost hard éurrency earnings, the Soviets
are increasing substantially exports of other items such as
diamonas and platinum.

Heightened Soviet interest in trade with the West is a
reflection of the large technological_gap which exists )
between the USSR and the West, parficularly the United States.
The chart shows that, for a given input of capital and labor,

output in the USSR is about one-third that of the United
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States. It is about eéual to that of Italy, and significantly
behind that of Western Europe. Tﬁe Séviet Union's relative
_position does not change:very much if the comparison is
made on the basis of the amount of GNP generated per worker.
Imports from the West help in limited areas. Fdr
example, the USSR is presently finishing conétructing a
new automobile plant on the Volga. Essentially, this
facility.has been FIAT equipped; and when it operates, it
wili mo?e the technological level of the Soviet automobile
ipdustry forward wvery sharply. But the plant will not
reach maximum output until 1975, and by that time the car
being turned out ﬁill be semi-obsolescent by .Western
standards. In other words, there will be virtually no
Soviet follow through to keep the technology up to date, in
1975 they will still be turning out the 1969 FIAT. |
These are not inexpensive_moves. The FIAT plant wili
cost roughly ¢$1 billion, and a follow-up truck plant will
cost at least as mucﬁ. As you kno%, the USSR tried unsuccess-
fully to arrange a joint venture with Ford for the truck plant.
Accelcorated technological progress is an attractive way
for the USSR to speed up economic growth. The.magnitude
of the Soviet lag is so great aé to hold out great promise in
merely copying developments that have been pioneered and

proven in the West.




Closing the Technological Gap -- A Hopeless Chase?

Closing the technological gap -- of which the So&iet
leadership is well aware -- is not dn easy task. Technological
progress as measured by the estimated annual increzse in
productivity has been slowing in recent years. Since the
ability to acquire technology from the West, in the form of
complete plants on a turn-key basis is limited by the
availability of foreign exchange, the problem -- if it is
to be solved -~ evolves upon Soviet management. It is a task
of altering the institutional means whereby new technology
moves from the research stage through development and'test
to fruition in the form of completed plant.

Mdny articles have been written in Soviet journals on
the kinds of organizational changes that could be made which
would supposedly speed up tﬁe introduction of new technology.
To date, however, the results of exhortation and suggestion
have not been visible.

DhﬁﬁﬁﬁngR&umstoImmﬁmmt(mmﬁ;ﬂ

Our §tudy of the changing relationships between inputs
end output in the Soviet economy léads us to the conclusion
that the country has been experiencing sharply diminishing
returns on capital investment. The chart shows the plotted
relationship over time.

In trying to achieve the highest possible volume of

investment, Soviet economic policy has forced the capital—output
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ralio continuously upward, and unis surawegy nas accentuated
the éffect of diminishing returns.

If this calculated relationship holds true for the
future, the continuationjof capital and man-hours growth
at the rate of the 1960's would result in a projected annual
growth of about U percent (1970-80) compared to 7 percent
in 1961-68 and about 8.5 percent iﬁ 1951—58 for the industrial
sec£or. For any conceivable transfer of (capital) investment
fesources from defense to industry, the addifionai returns would
not be énbugh to overcome the slowdown.

We have teﬁtatively concluded that the Soviet leadership
in unlikely -- at any time in the near future -- to face up
to a wholesale overhaul of the economy. Tinkering with
investment flows and organizational changes can be expected,
but they are unlikely to restore fast growth.

Let me close by reiterating that slower economic growth
clearly can provide the resources for an increasing military
effort, a rising level of living, and an expanding industrial
base. ' The Soviet economy is now so large that a very small

rate of increase in GNP -- say 2 percent -- results in about

$9 billion more of product.




